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INDEPENDENT AUDITOR'S REPORT ON FINANCIAL STATEMENTS

We have audited the accompanying statement of net assets, statement of revenues, expenses
and changes in net assets, and the statement of cash flows of the University of Virginia Medical
Center, adivison of the University of Virginia, as of and for the year ended June 30, 2002, which
collectively comprise the Medical Center’s basic financial statements. These financia statements are
the responsibility of the Medical Center's management. Our responsibility isto express an opinion on
these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generaly accepted in the
United States of America and the standards applicable to financial audits contained in Gover nment
Auditing Sandards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financia
statements are free of materia misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financia statements. An audit also includes assessing
the accounting principles used and significant estimates made by management, as well as evaluating
the overal financial statement presentation. We believe that our audit provides a reasonable basis for
our opinion.

In our opinion, the financial statements referred to above present fairly, in al materia
respects, the financia postion of the University of Virginia Medical Center as of June 30, 2002 and
2001, and the changes in its financia postion and its cash flows for the years then ended, in
conformity with accounting principles generally accepted in the United States of America.



As described in Note 1 to the financia statements, the Medical Center has implemented a
new financia reporting model as required by the provisions of Governmental Accounting Standards
Board Statement 34, Basic Financial Statements — and Management’ s Discussion and Analysis —
for State and Local Governments, and Statement 35, Basic Financial Statements — and
Management’s Discussion and Analysis — for Public Colleges and Universities as of June 30,
2002. The financia statements as of June 30, 2001 and for the year then ended were restated in
accordance with these standards.

The Management’s Discussion and Analysis presented on pages four through elevenisnot a
required part of the basic financia statements, but is supplementary informeation required by the
Governmental Accounting Standards Board. We have applied certain limited procedures, which
consisted principaly of inquiries of management regarding the methods of measurement and
presentation of the required supplementa information. However, we did not audit the information and
eXpress no opinion on it.

INDEPENDENT AUDITOR'S REPORT ON INTERNAL

CONTROLS AND COMPLIANCE

Our report on interna controls and compliance and recommendations for improvements in
internal controls and instances of noncompliance with laws and regulations relative to the Medical
Center’s operations are included in our report on the total operations of the University of Virginia for
the year ended June 30, 2002.

AUDITOR OF PUBLIC ACCOUNTS
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UNIVERSITY OF VIRGINIA MEDICAL CENTER

MANAGEMENT'S DISCUSSION AND ANALYSIS

AS OF JUNE 30, 2002

The following discussion is intended to facilitate the understanding and assessment of
significant changes and trends related to the Medical Center’s results of operations and financia
condition. This discussion and analysis should be read in conjunction with the financial statements and
notes thereto.

THE ANNUAL REPORT

The annua report consists of a series of financial statements prepared in accordance with
newly established rules by the Governmental Accounting Standards Board (GASB) Statement 34,
Basic Financial Statements-and Management’s Discussion and Analysis-for State and Local
Governments, GASB Statement 35, Basic Financial Statements and Management’s Discussion
and Analysis of Public Colleges and Universities and with the Financial Accounting Standards
Board requirements for Health Care Organizations. These financia statements differ in both the form
and the accounting principles utilized from prior financial statements. In prior years, statements
focused on the accountability of funds while the new statements focus on the financial condition of the
Medical Center and the results of operations and cash flows of the Medical Center. The fisca year
2001 information presented for comparison purposes has been restated to be consistent with the new
required rules.

Statements of Net Assets

The Statement of Net Assets includes all assets (property that we own and what we are
owed by others) and liabilities (what we owe to others). It is prepared under the accrua basis of
accounting; whereby, revenues and assets are recognized when the service is provided and expenses
and liabilities are recognized when others provide the service to the Medica Center, regardless of
when cash is exchanged.

The Medica Center’s net assets (the difference between assets and liabilities) is one indicator
of financial health. Over time, increases or decreases in assets is one indicator of the improvement or
eroson of the financid hedth when considered with non-financia facts such as admissions and
outpatient visits and the condition of the facilities.

During the year the Medica Center's financia position improved. The net assets, which are
the total assets less total ligbilities, increased $70.9 million over the previous year. This increase
resulted primarily from additions to the endowment funds of $66.1 million. The largest component of
the increase was the proceeds of $51.3 million from the estate of Ward Buchanan.



Net Assets (in millions)
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Statement of Net Assets (in millions)
As of As of
June 30, 2002 June 30, 2001
Current Assets $ 1425 $ 147.9
Capital Assets 234.0 230.9
Other Non-Current Assets 294.3 223.8
Total Assets 670.8 602.6
Current Liahilities 67.6 65.6
Non-current Liabilities 84.0 88.7
Totd Liahilities 151.6 154.3
Net Assets:
Invested in capital assets, net of related debt 145.3 137.8
Restricted for:
Nonexpendable 53.1 2
Expendable 24.7 11.2
Unrestricted 296.1 299.1
Total Net Assets $ 519.2 $ 448.3



Statement of Revenues, Expenses, and Changes in Net Assets

Changes in total net assets as presented in the Statement of Net Assets are based on activity
as presented in the Statement of Revenues, Expenses, and Changes in Net Assets. The purpose of
these statements is to present the Medical Center’s operating and non-operating revenues recognized
and expenses incurred and any other revenues, expenses, gains, and |osses.

Statement of Revenues, Expenses, and Changes in Net Assets (in millions)

Y ear Ended Y ear Ended

June 30, 2002 June 30, 2001

Net Patient Service Revenue $ 5684 $ 516.3
Other Revenue 20.5 233
Total Operating Revenue 588.9 539.6

Saaries and Benefits 285.6 246.8
Other Operating Expenses 315.0 296.4
Total Operating Expenses 600.6 543.2
Operating Income (L0ss) (11.7) (3.6)
Nonoperating Revenue 17.2 29.1
Additions to endowments 66.1 0.3
Transfersto the University of Virginia (0.7) (0.1
Increase in Net Assets 70.9 5.1

Net assets - beginning of year 448.3 4232
Net assets - end of year $ 5192 $ 448.3

The Medica Center’sfinancia position, as awhole, improved during the fiscal year ending
June 30, 2002, as net assets increased $70.9 million or 15.8 percent.



Operating Revenue

Total operating revenue for fiscal year 2002 was 9.1 percent above prior year. The Medical
Center redized this increase despite a decline in patient discharges of 821 (3.0 percent). Factors that
contributed to the increase in operating revenue were an increase to patient charges of 15 percent,
growth in the number of outpatients treated, and an increase in the acuity of inpatients.
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Outpatient volume such as same day patients and outpatient visits were above the prior year.
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Operating Expenses

Tota operating expenses for fiscal year 2002 were 10.6 percent over prior year.

Operating Expenses (in millions)
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The areas of greatest increase were salaries and benefits, supplies, and bad debts.

The increase in salaries and benefits was the result of the increase in full
time equivalent employees (FTES). Additiona employees were hired to
support new programs and open more beds. Hospital and clinic FTEs were

asfollows:
Hospita
Clinic
Totd

Full Time Equivaent Employees

At June 30, 2002 At June 30, 2001 Increase
4,849 4597 252
466 381 85
5315 4978 337

The increased supply expense was a result of increases in the cost of drugs
and medical supplies.

The increase in bad debt expense can be attributed to the rate increase and
the increase in the unemployment rate.

As aresult of these factors the Medical Center’s operating loss increased from $3.7 million in
fiscal year 2001 to $11.7 million.




Non-operating Revenue (Expenses)

Included in the non-operating expenses is an expense of $4.9 million from the sale of Blue
Ridge Hedlth Alliance, Inc.

Included in Other Revenue and Transfers is an increase of $66.1 million to permanent
endowment. The largest component of this increase was $51.3 million proceeds from the estate of
Ward Buchanan.

Statement of Cash Flows

Another important factor to consider when evauating financiad standing is the Medical
Center’s ability to meet financial obligations. This is usualy measured by the Statement of Cash
Flows. It presents information related to cash inflows and outflows summarized by operating, capital,
financing, and investing activities.

Statement of Cash Flows (in millions)

Y ear Ended Y ear Ended
June 30, 2002 June 30, 2001

Cash flows from operating activities $ 123 $ 135
Cash flows from noncapital financing activities 86.1 26.0
Cash flows from capital and related financing activities (43.5) (54.0
Cash flows from investing activities (67.4) (12.2)
Net decrease in cash and cash equivaents (12.5) (26.7)

Balances - beginning of the year 38.6 65.3

Balances - end of the year $ 261 $ 38.6

The most significant transaction affecting cash flow is the non-capita financing activity from
the increase in the endowments previoudy described. The subsequent investment of those funds is
reflected above in the cash flows from investing activities. Included in cash flows from capital and
related financing activities is the purchase of capital assets of $37.7 million.

Capital Asset and Debt Administration

At June 30, 2002, the Medical Center had $234 million invested in capital assets, net of
accumulated depreciation of $310 million. Depreciation charges totaled $33.6 million for the current
fiscal year compared to $32.9 million last year. Details of these assets for the two years are shown
below:
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147.1 151.9
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Land Buildings Equipment CIP
Magor Capital Additions Completed (in millions)

2002 2001
Information Systems and Related Hardware $ 19 $ 71
West Clinics Renovations 2.1 0.8
University Hospital Expansion 2.3 11

ICU Renovation and Related Bed Replacement 3.0 -
Patient Monitoring System 55 4.2
Radiology Systems 6.1 1.7
Purchase Building-Jefferson Park Ave. - 7.2
Child Care Center - 24
University Hospital Renovations - 31
Total $29 $ 276

Economic Factors That Will Affect the Future

During fiscal year 2003, the Medica Center plans to begin a maor expansion of its University
Hospital facility. A bond issue will finance this expansion, which is expected to cost in the range of
$50 million to $60 million. The expansion project, expected to be completed in 2005, will increase the
number of operating rooms and related support services available. By increasing its capacity for
surgicad admissions, the Medica Center will be able to increase its census and increase its net

revenue.

A portion of the Medical Center’s revenue is derived from the disproportionate share hospital
payments (DSH) received from Virginia's Department of Medical Assistance Services (DMAS). On
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August 2, 2002, the Office of Inspector General of the Federal Department of Health and Human
Services released a draft audit report of the results of its review of this program. The purpose of this
review was to determine if DMAS was handling DSH payments in accordance with the Omnibus
Budget Reconciliation Act of 1993. At this time, the ultimate resolution of this issue is unknown but
we believe that there is a reasonable likelihood that the Medical Center will have to reimburse DMAS
for some portion of disallowed payments. We have recognized our potentia liability from the audit
report on thisissue by increasing our contractua alowances by $6 million.

As aresult of the sale of Blue Ridge Health Alliance (BRHA), the Medical Center negotiated
anew contract with Coventry Health Care's affiliate, Southern Health Services Inc. The term of the
contract is five years and became effective September 1, 2002. The terms of this contract are more
favorable than those of the contract terminated with BRHA. These more favorable rates will improve
the Medical Center’s profitability as an estimate that 6.6 percent of the Medica Center’s patients will
be covered by this contract.

The Medical Center and Trigon Insurance Company signed a seven-year provider agreement.
This agreement which went into effect September 1, 2002, contains an annud inflation adjustment
factor that is indexed above a nationaly recognized hedlthcare inflation rate. In fiscal year 2002, 18.9
percent of the Medical Center’s patients were covered by Trigon. We have projected that the new
agreement will provide an operating margin consistent with Board of Visitor guidelines.

11
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UNIVERSITY OF VIRGINIA MEDICAL CENTER
STATEMENT OF NET ASSETS
As of June 30, 2002 and 2001

ASSETS

Current assets:
Cash and cash equivaents (Note 2)
Accounts receivable, net of estimated uncollectibles
of $74,356,835 at June 30, 2002 and $69,387,854 at June 30, 2001
Due from third-party payors
Due from University of Virginia
Inventories and prepaid expenses
Notes receivable

Total current assets

Noncurrent assets:

Cash and cash equivalents restricted (Note 2)

Due from University of Virginia- noncurrent

Advance to University of Virginia (Note 3)

Investments in pooled endowment funds (Note 2)

Goodwill (Note 5)

Investments (Note 2)

Investments in affiliated companies (Note 4)

Property, plant and equipment, less accumulated depreciation
of $310,106,455 at June 30, 2002 and $301,829,066 at
June 30, 2001 (Note 6)

Deferred bond discount and issue costs, net of amortization of

at June 30, 2002 $4,027,924 and $3,939,914 at June 30, 2001

Assets held by trustees (Note 7)

Cash and cash equivaents (Note 2)
Investments (Note 2)

Total noncurrent assets

Total assets

13

2002 2001
20,481,315 34,793,168
94,204,023 81,683,287
13,815,309 17,063,646

2,311,958 212,777
11,659,473 11,096,962
22,185 3,032,069
142,494,263 147,881,909
5,593,033 3,787,872
336,891 449,189

- 4,477,011
89,636,261 23,537,413
2,073,255 2,944,017
6,108,048 5,823,161
1,639,324 4,772,485
233,979,486 230,927,712
428,456 516,467
21,559,590 18,424,544

166,955,746 159,086,457

528,310,090 454,746,328

670,804,353 602,628,237




UNIVERSITY OF VIRGINIA MEDICAL CENTER
STATEMENT OF NET ASSETS
As of June 30, 2002 and 2001

LIABILITIES

Current liabilities:
Current installments of long-term debt (Note 8)
Accounts payable and accrued expenses

Total current liabilities
Noncurrent ligbilities:
Long-term debt (Note 8)
Bond premium, net of amortization of $329,842 at
June 30, 2002 and $219,995 at June 30, 2001
Tota noncurrent liabilities
Total liabilities
NET ASSETS
Invested in capital assets, net of related debt
Restricted for
Nonexpendable endowment principal
Expendable gifts and endowment income
Unrestricted

Total net assets

2002 2001
4,575,000 4,385,000
62,986,623 61,166,178
67,561,623 65,551,178
82,855,000 87,430,000
1,199,292 1,309,138
84,054,292 88,739,138
151,615,915 154,290,316
145,350,194 137,803,574
53,099,192 233,450
24,681,998 11,189,858
296,057,054 299,111,039
519,188,438 448,337,921

The accompanying notes to financial statements are an integral part of this statement.
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UNIVERSITY OF VIRGINIA MEDICAL CENTER

STATEMENT OF REVENUES, AND EXPENSES, AND CHANGES IN NET ASSETS

For the Y ears Ended June 30, 2002 and 2001

Operating revenue:
Net patient service revenue (Note 9)
University allocations (Note 10)
Other

Total revenue

Operating expenses.
Salaries and wages
Fringe benefits
Supplies
Purchased services and other expenses
Utilities
Provision for depreciation and amortization
Provision for bad debts

Total operating expenses
Income (loss) from operations
Nonoperating revenue (expenses):
Disproportionate share hospital payment from Commonwealth (Note 9)
Gifts
Investment income
Net increase in the fair value of investments
Net loss from investments in affiliated companies (Note 4)
Interest expense
Loss on disposal of fixed assets
Loss on sale of affiliated company
Loss on settlement (Note 18)
Net nonoperating revenues (expenses)
Income before other revenues, expenses, and transfers

Additions to permanent endowments

Transfers to University of Virginia

Increase in net assets

Net Assets
Net assets - beginning of year

Net assets - end of year

2002

2001

$ 568,371,705

$ 516,288,720

9,033,098 10,056,847
11,454,468 13,243,649
588,859,271 539,589,216
231,120,180 200,839,963
54,433,402 46,025,703
109,670,157 102,483,726
137,097,408 134,785,892
11,019,906 10,476,669
34,722,054 34,313,603
22,521,144 14,314,012
600,584,251 543,239,568
(11,724,980) (3,650,352)
21,195,436 21,802,779
440,169 203,971
11,937,279 12,208,203
17,262 4,860,259
(6,706,509) (2,342,796)
(4,613,866) (4,801,814)
(214,913) (2,548,403)
(4,844,858) -
(50,000) (250,000)
17,160,000 29,132,199
5,435,020 25,481,847
66,098,848 (339,956)
(683,351) (100,000)
70,850,517 25,041,891
448,337,921 423,296,030
$ 519188438 $ 448,337,921

The accompanying notes to financial statements are an integral part of this statement.
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UNIVERSITY OF VIRGINIA MEDICAL CENTER
STATEMENT OF CASH FLOWS
For the Y ears Ended June 30, 2002 and 2001

2002 2001
Cash flows from operating activities:
Receipts from patients and third-parties $ 535901,361 $ 485,606,571
Receipts from other revenue 14,345,367 15,531,845
Payments to employees (279,659,170) (239,246,200)
Payments to suppliers (247,236,533) (236,012,136)
Payment for utilities (11,040,924) (10,476,669)
Payment for goodwill - (1,870,284)
Net cash provided by operating activities 12,310,101 13,533,127
Cash flows from noncapital financing activities:
Disportionate share hospital payment 21,195,436 21,802,780
Transfer to University of Virginia (683,351) (100,000)
Settlement (50,000) (250,000)
Gifts 440,170 203,970
Increase in endowment 65,214,464 4,294,890
Net cash provided by noncapital financing activities 86,116,719 25,951,640
Cash flows from capital and related financing activities:
Purchase of capital assets (37,741,516) (45,265,822)
Principal paid on capital debt (4,385,000) (4,170,000)
Interest paid on capital debt (4,613,866) (4,801,814)
Proceeds from sale of capital assets 3,267,579 259,904
Net cash used by capital and related financing activities (43,472,803) (53,977,732)
Cash flows from investing activities:
Interest on investments 11,937,279 12,208,203
Purchase of investments (201,923,646) (123,279,486)
Proceeds from sale of investments 125,437,224 101,707,083
Loan to affiliate 3,016,512 (3,016,512)
Repayment of loan made to University of Virginia 2,490,128 175,864
Sale of Blue Ridge Health Alliance and other affiliate transactions (8,418,206) -
Net cash from investing activities (67,460,709) (12,204,848)
Net decrease in cash and cash equivalents (12,506,692) (26,697,813)
Cash and cash equivalents - July 1 38,581,040 65,278,853
Cash and cash equivalents - June 30 26,074,348 38,581,040
Reconciliation of operating income (loss) to net cash provided (used)
by operating activities
Operating income (10ss) (11,724,980) (3,650,352)
Adjustments to reconcile operating income to net cash provided ( used)
by operating activities:
Depreciation and amortization 34,722,054 34,313,603
Accounts receivables (9,279,027) (26,406,213)
Inventories and prepaids (562,511) (1,458,844)
Goodwill (1,870,284)
Accounts payable and accrued expenses (845,435) 12,605,217
Net cash provided by operating activities 12,310,101 $ 13,533,127

The accompanying notes to financial statements are an integral part of this statement.
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1

UNIVERSITY OF VIRGINIA MEDICAL CENTER

NOTES TO FINANCIAL STATEMENTS

AS OF JUNE 30, 2002 and 2001

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A.

Organization and Mission

The University of Virginia Medica Center (the Medica Center) is a division of the
University of Virginia (the University). The Medical Center’'s mission is to enrich the quality
of human life by improvement of health, advancement of medical and scientific knowledge,
and by creation of an environment for professiona preparation of individuas dedicated to
hedlth care service. Only those activities directly associated with the furtherance of this
mission are considered to be operating activities. Other activities that result in gains or losses
unrelated to the Medical Center’s primary mission are considered to be nonoperating.

A separate report is prepared for the Commonwedth of Virginia (the
Commonwedlth) that includes all agencies, boards, commissions, and authorities over which
the Commonwedlth exercises or has the ability to exercise oversight authority. The Medical
Center is a component unit of the Commonwedlth of Virginia and is included in the basic
financia statements of the Commonwealth.

Basis of Accounting

The Medica Center has adopted the accrual basis of accounting in accordance with
Generally Accepted Accounting Principles (GAAP) as prescribed by the Governmental
Accounting Standards Board (GASB) and the Financial Accounting Standards Board (FASB)
for providers of health care services.

The financia statements have been prepared in accordance with GASB Statement
34, Basic Financial Statements — and Management’ s Discussion and Analysis — for State
and Local Governments, and GASB Statement 35, Basic Financial Statements and
Management’s Discussion and Analysis of Public College and Universities. These new
statements will be effective for the Commonwesdlth and all of its component units for the fiscal
year ending June 30, 2002. The financia statements as of June 30, 2001 and for the year then
ended were restated in accordance with these standards.

Use of Estimates

The preparation of financial statements in conformity with generaly accepted
accounting principles requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at
the date of the financial statements and the reported amounts of revenues and expenses
during the reporting period. Actua results could differ from those estimates.

21



Accounting Standards

Pursuant to Governmental Accounting Standards Board Statement No. 20,
Accounting and Financial Reporting for Proprietary Funds and Other Governmental
Entities That Use Proprietary Fund Accounting, the Medical Center has elected to apply
the provisions of dl relevant pronouncements of the Financial Accounting Standards Board,
including those issued after November 30, 1989.

Subsidiary and Affiliated Companies

The consolidated financia statements include the accounts of controlled subsidiary
companies where ownership is greater than 50 percent. Investments in affiliates in which the
Medical Center has a substantial interest of approximately 20 percent to 50 percent, or for
which the company exercises significant influence but not control over policy decisions, are
accounted for by the equity method.

Net Patient Service Revenue

Net patient service revenue is reported at the estimated net realizable amounts from
patients, third-party payors, and others for services rendered and estimated retroactive
adjustments under reimbursement agreements with third-party payors.  Retroactive
adjustments are accrued on an estimated basis, in the period the related services are rendered,
and adjusted in future periods, as fina settlements are determined.

Indigent Care

The Medica Center accepts al patients regardless of their ability to pay. A patient is
classified as indigent by reference to established Commonwedlth policies. The criteria for
identifying indigent patients are based on asset and income guidelines that are updated
annudly in accordance with the Federa Poverty Income Guidelines as provided by the
Federal Office of Management and Budget. Because the Medical Center does not pursue
collection of amounts determined to qudify as indigent care, they are not reported as revenue.

Receivables From Third Parties and Contractual Adjustments

A significant portion of the Medical Center’s services is rendered to patients covered
by Medicare, Medicaid, or Blue Cross. The Medical Center has entered into contractua
agreements with these third parties to accept payment for services in amounts less than
scheduled charges.

Certain annua settlements of amounts due for patient services covered by third par-
ties are determined through cost reports that are subject to audit and retroactive adjustment by
the third parties. Provisions for possible adjustments of cost reports have been estimated and
reflected in the accompanying financial statements. Since the determination of cost
reimbursement settlements d amounts earned in prior years has been based on reasonable

22



estimation, the difference in any year between the originally estimated amount and the final
determination is reported in the year of determination.

Investments

Donated investments are reported at the fair market value at the date of receipt. The
major portion of the investments of the Medical Center’s endowment funds is pooled under
the University of Virginia Growth and Income Fund, the genera endowment pool for the
Universty.  Annudly, endowment earnings on the consolidated endowment pool are
distributed to the participating funds based on the participating share of each fund in the pool.

In accordance with Governmental Accounting Standards Board Statement No. 31,
Accounting and Financiad Reporting for Certain Investments and for Externa Investment
Pools, investments are carried at far value as determined by quoted market prices.
Unrealized appreciation or depreciation of investments is included in the current period net
earnings.  All investment income, including changes in the fair value of investments
(unredlized gains and losses), is reported as nonoperating revenue in the Statement of
Revenues, Expenses, and Changes in Net Assets.

Investments in affiliated companies are reported using the equity method of
accounting.

Inventories

Inventories are valued at the lower of cost, generaly determined on the weighted
average method, or market and consist primarily of expendable supplies held for consumption.

Property, Plant and Equipment

Property, plant and equipment are stated at cost, or if donated, at fair market value at
the date of donation. The Medica Center capitalizes expenditures for equipment costing
$1,000 or more and having a useful life of two years or greater in accordance with the
Medicare Reimbursement Manual.

Depreciation on property, plant and equipment, excluding land and construction in
progress, is computed over the estimated useful lives of the assets using the straight-line
method. The general range of estimated useful lives is 10 to 40 years for buildings and fix-
tures and three to 20 years for equipment.

The Medicad Center utilizes the half-year convention for recognizing depreciation
expense related to equipment, both fixed and moveable. A half-year of depreciation is rec-
ognized on al equipment in the fisca year of acquisition. Likewise, a haf-year of depreciation
is recognized in the fiscal year at the end of the equipment’s useful life. Depreciation on
buildings is recognized from the date that the asset is placed in service to the date on which it
isretired.

Deferred Bond Issue Costs

Deferred bond issue costs are amortized over the remaining life of the bonds.
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Assets Whose Use Is Limited

Assats whose use is limited include assets held by trustees under indenture
agreements.

Accrued Leave

Sdaried employees attendance and leave regulations make provision for the granting
of a specified number of days of leave each year. The amounts recorded on the Statement of
Net Assets reflect al earned leave not taken and the amount payable under the catastrophic
leave pay-out policy upon termination which is the lesser of 25 percent of sick leave not taken
or $5,000 per employee with five years or more of service. The liability is based on the
probability that an employee with less than five years of service will eventually become vested
and have aright to receive payment for sick leave benefits. The liability aso includes related
FICA taxes.

Appropriations, Disproportionate Share and Indirect Medical Education Payments

The Medical Center’s appropriations from the General Fund of the Commonwedlth
for indigent care and medical education costs have been replaced by disproportionate share
and indirect medica education payments paid by the Department of Medica Assistance
Services, but funded by the Commonwedlth of Virginia. The payments for indirect medical
education are recorded as net patient service revenue and the disproportionate share
payments are recorded as nonoperating revenue in the financia statements.

Cash and Cash Equivaents

Cash and cash equivalents include cash and dl highly liquid investments with maturity
of three months or less when purchased. For the statement of cash flows, cash and cash
equivalents whose use is limited are not subject to the immediate use by the Medical Center
and, therefore, are not included in the beginning or ending balance of cash and cash
equivalents.

Reclassfications

Certain amounts from prior year statements have been reclassified to conform to
current year presentation.
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2.

CREDIT RISK UNDERLYING CASH, CASH EQUIVALENTS AND INVESTMENTS

A.

Cash and cash equivalents

All Medical Center cash isfully collateralized in accordance with the Virginia Security
for Public Deposits Act (Section 2.2-4400, et seg. of the Code of Virginia). All cash except
for $1,127,979 a June 30, 2002, and $1,682,622 a June 30, 2001, is in accounts of the
University of Virginia or with the Treasurer of Virginia. The bank balance of the excluded
cash was $10,885 at June 30, 2002 and $5,230 at June 30, 2001.

Each fund's equity in pooled University or state funds is reported as “ Cash and cash
equivalents’ on the accompanying Statement of Net Assets and is not categorized as to credit
risk, except for $21,559,590 and $18,424,544 a June 30, 2002 and 2001, respectively, of assets
whose use is limited. These assets consist of repurchase agreements considered to be
Category 1 as defined below.

Investments

The resolutions authorizing Series 1993A, 1998B, and 1999A Bonds require that the
Medical Center establish and maintain various funds to be held by the Treasurer of Virginia
The resolutions mandate funding requirements at the time of the bonds sale and during and
after the construction period. These funds are invested and held by the Treasurer of Virginia

Investments are categorized by levels of credit risk in accordance with Governmental
Accounting Standards Board Statement No. 3, as described below:

Category 1 - Insured or registered securities or securities held by
the Medical Center or its agent in the Medica
Center’s name.

Category 2-  Uninsured and unregistered, with securities held by
the counterparty’s trust department or agent in the
Medica Center’s name.

Category 3-  Uninsured and unregistered, with securities held by
the counterparty, or its trust department or agent but
not in the Medical Center’s name.

AS OF JUNE 30, 2002

Non-
Description Category 1 Categorized Totd
U.S. Government and U.S.
Government Agency Securities:
U.S. Treasury Notes $ - $ - $ -
FNMA 70,541,553 - 70,541,553
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FHLMC 56,590,051 - 56,590,051

FHLB 35,099,635 - 35,099,635
FFCB 10,264,063 - 10,264,063
Bank of New York - STIF - 568,492 568,492

University of Virginia

Growth and Income Fund 89,636,261 $ 89,636,261

Total $172,